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4 STARLIGHT INTERNATIONAL HOLDINGS LIMITED

BUSINESS REVIEW

Results

During the year ended 31 March 2006, the Group recorded a turnover of
HK$1,820 million (2005: HK$1,647 million), representing an increase of 10.5%.
Profit attributable to shareholders of the Company significantly increased by
56.6% to HK$79 million. The profit was after deduction of non-recurrent
expenses which include employer share option expenses of HK$3.4 million,
written off of pre-operation expenses for Hyundai Division of HK$4.2 million,
and under accrued construction cost for Panyu property development of
HK$2.3 million, and the loss on the closure of the plastic factory in Nantou of
HK$1.0 million. The management anticipated that the total non-recurrent
expenses of HK$10.9 million would not occur subsequently.

Final Dividend

The Directors have declared a final dividend of HK3 cents per share for the
year ended 31 March 2006 (2005: HK 2 cents) to those shareholders whose
names appear on the register of members on 18 September 2006. Subject to
the approval of the final dividend at the forthcoming annual general meeting,
dividend will be paid to the shareholders on or about 25 September 2006.

Electronics Division

Despite the drop in turnover resulting from the downsizing of low-margin
audio and OEM products during the first quarter, the Group's turnover has
recorded satisfactory growth since the second quarter of the financial year.
There is an increasing market demand for video products such as portable
TFT DVD, DVD and DVD television combos, which generate reasonable profit
margins than audio products. Though the prices of certain components like
plastic resin and metal remained high during the year, the price fluctuation
was minimal. Together with the stable prices of electronic components, the
products sold during the year have achieved better profit margins.

Securities Trading
During the year, the transactions of the division were not active, only recorded
a turnover of about HK$37.5 million.

Property Development
The transactions during the year were not active and only recorded an under-
provided construction cost of about HK$2.3 million.
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PROSPECTS

The Group will continue to implement its existing successful strategy by
focusing on high-technology products with better profit margin while
downsizing low-margin audio and OEM products. With its emphasis on video
products, the Group plans to launch the LCDTV series by the end of the year.
Due to the soaring market demand for video products, the Group’s orders on
hand have increased significantly compared to last year.

In addition to traditional video products, the Group is also developing the
“Youth electronics” series which brought in considerable orders. The series
is launched under the brands of well-known cartoon characters, such as
“TEENAGE MUTANT NINJA TURTLES", “"DORA THE EXPLORER", "SPONGE
BOB SQUAREPANTS", "HELLO KITTY", "BRATZ" and "STRAWBERRY
SHORTCAKES", to capture the youth market. The Group also plans to expand
this line of business. With the additional 330,000 square feet in the factories
located in Panyu and Nantou, Shenzhen, the Group’s production capacity is
expected to increase by approximately 50% this year. In order to meet the
requirement of its production scale for the coming year, the Group plans to
build a new facility with a site area of approximately 300,000 square feet on
a piece of land with 40 acres adjacent to its existing Panyu factory by the
end of this year.

Following the acquisitions of equity interests in THE SINGING MACHINE
COMPANY INC. and Interforce Limited, the Group’s marketing capability is
expected to be enhanced with the synergies created. Through the outlets of
THE SINGING MACHINE COMPANY INC., the Group is able to market its
products to second tier retailing chain stores in the United States. With its
comprehensive logistics management, THE SINGING MACHINE COMPANY
INC. also helps the Group to explore the retail market in the United States by
selling directly in USA to leading local retailers. On the other hand, the
research department of Interforce Limited also strengthened the product
research and development capability of the Group. With the sales experience
in the European markets of Interforce Limited, the Group may further
strengthen its marketing ability in the region.

As for components, despite the sustained high prices of plastic materials
and certain metal components, the prices of other components have already
stabilized and settled on a downward trend. The Group has made hedging
arrangement against certain plastic materials to maintain a stable profit
margin. Besides, the market demand for electronic consumer products, in
particular video products, has been growing. In view of the above, the Group
is confident of achieving a strong turnover for the year ending 31 March
2007.
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6 STARLIGHT INTERNATIONAL HOLDINGS LIMITED

FINANCIAL POSITION

Liquidity and Financial Resources

The financial position of the Group remained strong. As at 31 March 2006
cash and deposits and marketable securities amounted to HK$114 million,
as compared to HK$91 million last year.

Gearing ratio, calculated as total bank borrowings to shareholders’ fund was
0.3 (2005: 0.16), and net bank borrowings as a percentage to shareholders’
fund was 0.19 for the year (2005: 0.07). Current ratio calculated as current
assets to current liabilities decreased from 2.0 in prior year to 1.64 for this
year.

Financing and Capital Structure

The Group finances its operations by a combination of retained earnings and
bank borrowings. The Company issued new shares as a result of the exercise
of certain share options of the Company and obtained a cash inflow of about
HK$2.2 million.

As at 31 March 2008, the Group's total borrowings of about HK$221 million
(2005: HK$109 million), all were repayable within one year.

The Group's transactions were mostly denominated in US dollars and Hong
Kong dollars. The exposure to exchange risk was minimal.

Itis estimated that the change of exchange rate of Renminbi has no significant
impact to the Group for the time being.

Pledge of Assets

At 31 March 2006, the Group pledged certain assets with carrying value of
HK$123,391,000 (2005: HK$64,565,000) to secure the general credit facilities
granted to the Company and the margin accounts with brokers.

Contingent Liabilities
As at 31 March 2006, the Group had contingent liabilities for bills discounted
with recourse of nil (2005: HK$1,350,000).

Material Acquisition and Disposal of Subsidiaries and Associated
Companies

During the year, there was no material acquisition or disposal of subsidiaries
and associated companies by the Group.

STAFF

As at 31 March 2006, the Group had a total staff of 6,662 of which 6,518
were employed in the PRC for the Group’s manufacturing and distribution
business.

The Group provides employee benefits such as staff insurance, retirement
scheme, discretionary bonus and share option scheme and also provides in-
house training programmes and external training sponsorship.



